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DEPARTMENT OF AGRICULTURE
OFFICE OF THE. éECRETARY .

WASHINGTON, D.C. 20250

MEMORANDUM FOR THE PRESIDENT. -

The study on sustaining expanded timber harvests. from Federal,
State and private land, and other means of increasing timber
yield has been campleted, and is being reviewed by Cec:.l Andrus,
Charles Wancen, Charles Schultze, Jim McIntyre and Stu Eizenstat.:

A oopy of the final draft is attached.




7-17-78

DRAFT
MEMORANDUM FOR: THE PRESIDENT -
FROM: BOB EERGLAND
- CECIL ANDRUS

CHARLES WARREN
CHARLES SCHLUTZE .
JIM McINTYRE

STU EIZENSTAT

SURJECT: - Timber Harvests and Inflation

. As part cf your April 11 anti;inflaticn statemen_t, -you asked fcr ‘our
' e_valua.ti'on'-of "the best way to sustain expanded timber harvests from
Federal, State and private land and,tot_her- means of ihcreasing tizxﬁber-v |
yield in"ways-b that v}ouid be env;i_ronmentally acceptable, economi_cal'ly'
eff1c1ent, and con51stent w1th sound budget pollcy. "~ As our delay in

reporting to you suggests, we have found these requlrements demandlng
Procedure

A work group i&as- established to exulore tlus matter, 'c0nsisting cf
representatives from the Departinents of Agriculture and -the Interior,
the Councn.ls on Env1ronmental Quallty and Wage and Prlce Stablllty, and
"the .Office of Managenent and Budget Pollcy level representatives from
- these. agencmes reviewed the’ materials developed by the wbork' group, and

participated in the deve'lopnent of this memorandumn.

The attempt Was ﬁade to identify the- sources of upward pressure on
lumber and plywood prices, and to assess the prospective sources of such
pressure over the com.mg decade. In 'recent years'it has beeh the |
prlces of softwood lumber and plywood that has lead the mflatlonary
spiral, not ha.rdwoods-, and smce they are expected to be the main

s'o'urce of .- potential price inflation in the future, the focus in this



memorandum is on the softwoods.

.Opportunltles for increasing softwood sawtimber supplles from.prlvate

Tand publlc lands have been examlned to the degree data avallablllty
permits, taking into account economlc, legal(.procedural and budgetary

| constraihts}r.h general strategy desighed te;constrain timber product

prices evolves from these reviews and assessments.
Background

' Historicaliy, lﬁmber prices.have increased relative to the errall‘rate #
of price’infiatien. AlthOugh there have been_rntervals of a decade or.
twbl such as the 1950—67 period, when there was little change in lumherf
prices relative to the general wholeealevprice level, the long-run treha.
~ since 1800 has been for'iumber priceseto exceed all comodity prices by. =

an_enhual_rate of 1.7 percent (Figure 1).
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, Softwood 1umber prlces 1ncreased sharply after World War I, a10ng with

hou51ng starts, to a level that created the incentive to seek substltutes ' 5
for lumber in’construction. Steel posts and I—beams came into w1de use -
hgfor'singlerhbusihg construction; brick and concrete block and slab v, ., . '5%;
~-construct10n expanded In addltlon, plywoad, whlch had been used w1dely
-i for nulltary hou51ng durlng the war, began to be widely substltuted for

~ lumber in housrng and other’ uses.

T'Eremhl950 to 1967 lumber prices.actually'declined relative to prices '
_generallyi(Figure’II)]andfeven though?the‘érbwth in use of plywood was
_'extremely rapid, prodUctidn»increased'faster'and prices declined (Figure

IID).

From 1967 to 1977 softwood lumber and plywood prices moved upwards at an

annuai rate of 11.5 percent, compared with 6.9 percent for all commodity

' prices at wholesale. Sinee 1950 hardwood lumber prices have increased

at essentially the same rate as cemmodity prices generally( ‘Hardwood
Plywood ‘prices were stable fram 1950 to 1972,xbutehaVe.risen‘at a 3.7
percent rate since then. They have continued to decline relative to all

camodity prices over the past 27-years,

SthwOOd lumber aha,plywood prices increasedimdst'rapidly fram 1967 to
‘1969, l97tho 1973, and'l975 to 1977. They declined fram 1969 to 1970,
' frem:l973vto.l975"ahd-arevexpectedeto.decline during the last half of
1978. Lumber prlces ‘are expected to decline more rapldly than plywood

hprlces.

The'sharp;upward3movement in softwood lumber'ahd plyweod prices, leIOWed |
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by a pause tzor d‘ecline., ‘-ha's been asscciated _with changes i_n. housing
starts, especially for. single family dWellings.. - Because -housing starts
are expected to decline into ,197'9 due to high interest rates',‘ | softwbod
Tumber ‘prices are 'expectedv to decline 10 to 15 percent by November and
L'then r’emam .relatively. stable until the next boam m 'housing'vbeg‘ins;
softwood plywood prlces ‘are: expected to remain. essentlally stable or. to
decllne about 5 percent. - Favorable economic conditions could brlng
s housmg constructlon in 1980 up to the 1977 level but several forecasters
.expect the hou51ng sector to remain depressed through 1980. As long. as
the housing sector ‘renains_-'d‘epress_ed,, we do not- expect softwood - Tumber
and fplyWood'-pri'c,es*to be .adding to ‘general pr.ice inflation. This provides .

the opportunity for more careful consideration of timber harvest prices.-

Future Demand for Softwood Sawtimber

" After declining over Vthe next year or two, housing | starts should increase

rapidly in the.ea‘rl‘yA 1980's to lacocxm.lodate househoid- vformation, peak m
the mid-1980's, and then decline in the 1990's. The actuai pattern

 will, _vhowe\‘rer_v, be influenced by general economic conditions and especially

. interest rates and Federal housing poiic_ies. The nux.nb-er.of inew housing :

_starts is not expected to reach the very high levels 'attained during '

1971—73, bu't-a continuation of the*trends toWards more, square footage per

_ housing unit and ‘a higher demand for detached -single units verSus rultiple

. Units may require as.>much lumber and plywood. Thus, 'price pressures

fram this source of demand is expected to.be great i_n the earl-y 1980's,.

le} measures taken to 1ncrease tlmber supplles should be geared to meet

the hlgher demands that w1ll be encountered then

" In the mid-1960'sthere was a fundamental change in the softwood situation.



This was when Softwood plywood:prices' shifted from declining relative to
all comnodlty prices, to 1ncreas1ng relatively. Another' fundamental

Shlft may be upon us. The growth in demand for pulpwood has been greater '

- than for any other timber product A large proportlon of thls demand

-has ‘been satlsfled by the avallablllty of sof twood wood residues frcm '
Tumber and plywood productlon plants for manufacture into pulp chlps.
dvyTh:Ls source of supply has essentlally been exhausted. - In consequence-,
‘the demand for softwood sawtlmber for pulp products is expected to |
'1ncrease, expec:.ally in the South and to account for an even larger
‘shar,e of soft.wood, sawtimber .consumpt:uon. So far pulpwood prlces have _b
been rlsmg, but slowly. V'I‘hese‘ developments w1ll add a new source of. '
upward price pressure on softwood m the 1980's and beyond Howe\}er,»
_technologlcal developments in the use of hardwood for pulp could alter

- this outlcok.

' Soft:»zood‘ sawtix_nber'fconswnption proj:ections have 'been developed assuming.
softwood lumber and plywood pri_c'es remain constant relative to prices
‘generally,, at the 1976-77 relationship (Figure II). The projected

consunption requirement, with camparison, is as follows:

- - Billion Board Feet, International Scale - -

1966-69 186.8 1978-81(P)  210-220
1970-73 . 202.9 . 1982-85(P)  230-240
1974-77  199.6 . 1986-89(P) - - 245-255

Satisfying Softwood Sawtimber Demsnds

It will be difficult to satisfy the damand for softwood sawtimber with
lumber and plywood prices rising no faster than general price inflation.

There are several reasons for this conclusion:



o Even at current prices it is‘notjeconomie to manage and harvest

timber frommillions of acres of forested land;

0. the prlvate forest 1ndustry in the NOrthwest is harvestlng the

timber: fraom the lands they own at a rate that cannot be sustained;

o the Congress and the courts have tlghtened the constralnts on
. the management of Federally—owned tlmber land and 1ncreases
in tlmber,harvest can be'achlevedronly‘lf env1r0nmental concerns=“

.areuallayed»and.procedural‘guidelines followed; and

o  Federal policies designed to constrain the upward movement in
'seftwooddlumber and pleood-pricesvtoba level.eqUal'to general
“pficetinflation'will tend to encourage the export of‘legs, and
'Vshave the rate of gzcmmh in lumber imports: and in production N

from prlvate lands..

Sources of, Softwood Sawtimber Production

v

- In recent years the: softwood sawtlmber consumptlon requlrement has been

met 1ncrea31ngly from prlvate lands and from unports o ';

Source,of Softwood Sawtimber Consumption Requirement

Private

‘Tbtal, " and State . Federal Iands;d Net Imports.
| | | - - — - Percent - - - - T |
- 1966-69 -~ 100 . 66 31 . . 3
©-1970-73 ~ 100 - 69 . 26 - : 5
1974-77 100 : 72 - - 23 -5

Estlmates of sof twood sawtlmber consumptlon, productlon and net. 1mports

since 1966-69, and.lllustratlve prOJectlons through 1986-89 are as




follows:

Softwood Sawtimber Consumption, Production and Net Imports
Private . '
Consumptlon and State Federal Lands Net Imports
- - Bllllon Board Feet, Internatlonal Scale = - = —
1966-69 . -~ "~ 186.8 - | 122 5 58 4 5.9
-1970-73 202.¢ - 138.9 : 53.2 10.8
1974-77 199.6 - - 143.7 © 45.8. 10.1
1978-81(P) 210-2200 . 155.0 - 45.0-50.0 ~10.0-15.0
1982-85(P) 230-2400 - 165.0 50.0-55.0 15.0-20.0
~1986- 89(P) 245 255 0 173.0. 52.0-57.0 20‘0-25,0

Net softwood 1mports have ranged from 0. 8 to 4.7 bllllon board feet over’

the past four years. Net 1mports 1ncrease when our lumber prlces are ‘
‘_rising, and‘declinetwhen they fall. At the 1976-77 rate, we would be: a :
net importer of 15 4 billion board‘feet-dUring"l978-8l We export net |

'lmports to 1ncrease, but belleve growth will be relatlvely down.

The imports are prlmarlly lumber from Canada and they could ke greater

if the estlmated economlc potentlal sawtimber harvest is v1able ‘and
developed through new 1nvestment. 'Thelr'current,softwood sawtlnter
'harves‘t.is. 25.5 billion board feet. “The econamic potential harvest was .
recently estlmated to be 34.0 billion board feet. The Canadian government

is presently preparlng new estlmates of the long—term harvest potentlal

ProoUCtion from‘federal'lands:is notvlikely.to=exceed the boundaries of the
above'estimatee.onless eignificant ohangeeiin poiicies are decided upon.
The above illustrativefprojections indicate'the need for continued increases
in theﬁharvest fram private and state leveisw 'Thisrwill be difficult to

achieve.




'Private Forest Industry

i_The private forest industry, with about. 20 percent of the softwood
Ltlmberland and 15 percent of the inventory ‘accounts for about 40 percent
.of the harvest (Table 1). . This level .of harvest cannot be maintained
" especially in the West, even though these lands have the highest |
average productiv1ty and,are-managed-under much shorter rotations than
'Federallyfowned lands. 'I'he old growth timber is being harvested from
et.industry lands in the West, andvas'this process is campleted, the total
.iindustry harveSt is expected_to declinevover the next twoxdecades; The
.nanagement of industry landS’is often much‘more'intensive for»timber
relative to other: uses, especially on the land managed by'thedpulp and-
.paperlindustry.‘ Given the high average productivity of industry lands"
and thedfact that legal constraints on management are less restrictive
than on public lands, it is'likely that returns over cost before tax -
considerations arefhigheSt on these ownerships, While the smaller industry
firms may be able to improve productivity throuéh various technical
.vassistanceﬂand financial assistance'programs, the opportunity to significantly
boost production on these lands is limited largely to . taxation and pric1ng

poliCies.

With the Northwest faciné a period of - 20 years or more of reduced levels |
‘of softwood production, as the private forest 1ndustry exhausts its
inventories and has to reforest and await the regrowth of sawtimber stands
. i .

on its own‘lands. 'There Wlll be a con51derable~economic straln on the
.‘locally economies that are heaVily dependent on the timber 1ndustry, unless
there is a. corresponding increase in timber harvest on Federal lands.

o Most of the Federally—owned softwood rimber is in the West and there Wlll t




increased political pressnre tb-expand the cutjfrom"Federal lands in this
'iregiOn: EnVironmentalists, however, can be counted upon to at least

’partially counter thlS pressure.

" Non-Industrial Private OWnershigs

‘The farm;and miscellaneous privatefownership,class;is the most highly
fragmented ownershin group with an average‘size of softmood sawt imber
vholding no greater than about 50 acres. About 35 percent of the softwood
timberland is owned by farmers and other ind1v1duals They have in

- excess of 20‘percent of the softwood sawtimber inventory and,presentlv<

~are believed to»account for abouta30‘Qercent of the harvest. On these

' lands harvests are substantially less than growth. Inventories are building o

up and'augur higher supplies in_the'future.>vProductivity appears to average""
about the same as Federally—owned fOrests but*rotatiOnsvare much shorter
. and inventories per: acre, therefore, are- lower.. Productivity appears~to
be lower than on forest industry lands. The level of_Iand owners annual
A'management'inputs is reportediy iow, lower than industry or public lands.

Harvests from_these_lands appear to be reSponsiVe to higher prices. However,

. over the last 3 or 4 decades substantial Pederal, state, and industry

v:'assistance——managerial, technical,and,financial——hasibeen provided‘for ,
7many of the non—industrial private ownerships. The cumulative affects
appear to be respon51ble for the 1arge exoected increase in growth and

'harvest progected for these lands over the next 50 years.

Since'thegadditional.supply of - timber needed to'dampenllumber'price
trends cannot'all'be-provrded‘fromjpubliC~1ands, major increases in harvest .

from private land will be needed to meet future growth and timber demands
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'at reasonablegprices. 'There are several ekisting Federal and State
. prOgramsvthat provide_technical‘andrfinancial’assistance to priyate'woodiot
Owners, saw nulls:and loggers. Three approaches'toiincreasing”supplies

‘through the private sector were examined.

_.There is:pOSitive evidence{that various'USDA technical assistance activities
- influencegindividual private owner timber‘harvest decisions favorable and
_also increase yields fram. indiv1dual saw mills and log harvest operations.‘
_However, the infornation on the net aggregate impact of 'such ass15tance |
- on timber market prices-and qUantitiesfsupplied in the short run or'the
,long run are imprecise. This makes it difficult to quantify the cost
:.effectiveness of‘efforts‘designed to increaSe‘aggregate‘timber suppliesi
and,dampening érices-through'these,measures. vSome of these measures, such .
‘as acceleration of reforestation on private lands, largely in the South
w1ll not impact on tlmber supplies until after the year 2000; others have

an immediate 1mpact

_Those of your study group familiar with the eXisting programs believe
these act1v1ties are cost effective ways to help dampen price pressures
’and add to timber supplies and, therefore, warrant modest expansron-w1th
.appropriate provisions for evaluating aggregate iﬁpact:onwthe market

supplies and prices. Agriculture and ‘CEQ support this view.

_CWPS.concedes that SUbsiaized assistance'(technical or»financial):to private
- J,operations'wili increasertheir output, but they.do not believe-that

"further evaluation of the cost effectiveness of these-programs is'required.
CWPS feels that these programs would not Significantly allev1ate price

pressures; that there are only linuted opportunities to- promote harvests



11

.on private lands or increase utlllzatlon of ex1st1ng supplles‘cost
effectlvely through government action; that ‘the bas1c appeal of these

' programs lies in the v;ew that they-can,substltute»for archange.ln publici

1land management policies, and that they are-inexpensiVe. OMB has a

" similar v1ew, but would support a thorough systematlc analyses of

opportunltles to. expand supplles from the prlvate sector., Interlor hasi

‘not taken a,pos;tlon_on thls:aspect of'the study.

‘We reccmmena thatcprOgrams designed~to increase timber supplieshand‘then
utilisation of those SUppliespin the private-sector be.carefully‘reviewedv
in thev1980-82ghudget process, that a comprehensive‘plan for the;evaluation
of the impact offthese'measures be developed,  and that the'reSuits be
"used to guide future”decisions-with respect-to assistance to}the priuate |

sector.

uvAgree"

" ’Disagree

- Publicly Owned Lands

' Pederal and state ownership of softwood‘acreage accounts for about 44
‘gpercent of the forested land, containing over 60 percent of the.inventory,
but accounting forponLy 30 percent of;the‘harvest; It appears that state
glands have'something on the order Of 5~percent'of the'softwood_timber
Iand and account for 7 percent of the harvest. Most of the publicly
iowned lands are natlonal forests, with they alone accountlng for: over 50

:;percentvof‘the softwood sawtimber inventory.

=ThelFederally—owned lands managed by. the Bureau oerand Management.ane-



' among:the}morenproductive timber lands in the_country,‘and have an

- average nroductivity well above the'average-on the more extensive national
forests. The returns:over_oost ratio'on'the‘national forests varies_v
IWidelv; there are many_forests mhere returnsorelative to cost are negative.
In general¢ the.national forests with.hlgh productivity‘are_being harvestei-

close to the even flom sustained yield-level.-

: The rate;and level ofaharvest on national,forests.and‘other»public ownerships
are loWer than industry.- This,ls‘duehto a number of factors; First, public
1Alands are morelstrongly oriented to.ﬁanagement for other uses'than'timbergb
.PUbllC owners are by and large not camitted to even flow sustained yleld :
'harvest'management. Rotations are relatlvely long, 60 to 100 years and |
bbsometimes‘longer;’ Rates” of-harvest,bln.general, are inversely proportlonal_'
“to rotation age. The extensive area of old growth and current nanagement
pollc1es 1nvolve carrying much larger 1nventor1es than will be requlred for |
managed second growth stands Other value con51deratlons such as esthetlcs :
and recreation often involve extendlng rotatrons and slower rates of
harvest.> Same 1ands‘which cannot be;harvested_due_to ecological risks
:assooiated'with-unstable’soils or uneconomio‘to market.on'today's market
are either exCluded from-the-allowable-haIVest‘calculation,or have no
viable markets,for theirdinventory Management costs are-generallybhigher"
than for prlvate lands due to the need to meet other multlple use
management objectlves and stricter envirormental standards on public lands
The publlc softwood lands have ‘a strong potentlal for increasing harvests,
but attalnment of that potentlal is limited by legal and procedural constralnts,

, multlple use objectlves, and market and eoonomlc cons1deratlons and publlc

" timber management policy itself.
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OpportunitiesVtO'increase supplies on Federallyﬁjwned_lands under current
Yesource management poiicy-and'departuresrfrom that policy have been'_
,exandned. As previously noted, therefis a.wide range in the cost

" ~effectiveness of an incremental increase in timber supplies.from Federal

: lands among the various regions‘ Receipts to cost ratios based on regional

‘t'average cost data range from 5 to 1to substantlally less than 1 to 1

(Tableh2). Under current pollcy we estimate that up to 1. 5 bllllon board
v.feet night be added to Federalvsupplles in regxons w1th.l to 1 or higher
.receipts to cost ratios based .on regional averages..3Consideration of
1ncrementa1 cost, however, 1nd1cates that only about half thlS amount '

.would be cost effective in current markets

 W€lnavé-aiso consideredEalternatives for accelerating the harvests. of oid‘
’growth from.Federal lands to increaseVSupplies. However,»we.were unabie
" to obtain.an adequate assessmentrof the enuironmental acceptability of
_such a departure from current pollcy The con51deratlon of such departureS'
lnnedlately raises pollcy questlons in almost every aspect of Federal
forest mamagement. For this reason 1t-seems~de51rable_to rev1ew ex1st;n§
.bblicy and outline the‘frame work within thelacceleration of old‘growthc

'haryest can-be_considered.
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Policy Constraints in Federal Resource Management

As you know, the national forests and BLM Lands must be administered with. .. .
a nunber of interests'andPCOnsiderations'in mind.a_These forests represent
an important national resource that serves a range of"public purposes

4

that includes, in addition to tinber}voutdoor recreation and wilderness,

'rangelands,'watersheds, and wildlife and'fish habitat. As'a_means~of

providing the broad parameters'within'which these forests-are'to be

managed the Congress has enacted a nunber of legislative requlrements

_These requirements reflect the result of prolonged political debate and
~in a sense, reflect the political equilibrium that has been established
among the competing politlcal interests. Other-requirements are derivedl
 from litigation. They supplement the legislation and also place important

'COnstraints on resource managenémt. " These COnstraints are similar for-

BLM lands and national forests Anyfproposed deviation from these

requirements must, therefore, be given very careful con81deration lest

this’ political—legal equilibrlum,be—disturbed.

‘Thepkeyfconstraints as they apply to nationa] forests are;these:

: ARARE II Current]y, harvests cannot take place on 62 m1111on acres of
‘roadless areas in nat1ona] forests, pend1ng comp]et1on of " the road]ess area -
revjew (RARE IT). ~RARE'II is scheduled for comp]et1on at the end of this year. "

‘lAt that time, some.of these areas wi]T be recommended for wilderness Statue,

.others_for retﬁrn.to multﬁble use management, including timber;fand-a third
group for furtherrétudy, RARE II isfa‘majok_iséué.‘_lt needs to be resolved

on schedule.
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A draft EnVironmenta] Impact StatementIOh RARE'If‘wasrre]eosed.for public
- review ingmid;JUne. In the fall, a]]dpdb]icjcomments wiﬂi be analyzed and
forovide a partial basis'for'DepartmentAof‘Agrjcu]ture'actions dnd.recommenda~ -
t1ons, wh1ch will 1nc1ude | | |
.- a proposal to the Adm1n1strat1on that those RARE I1 areas be suited
i for the National Wilderness Preservation System be recommended to”

Congress for. such des1gnat10n

- 11ft1ng the mu1t1p1e use deve]opment moratorium on those RARE II areas
" 'that are not to be considered for w11derness :

== further study‘of any areas not_al]ocated to wilderness or mo1tip1e-user

Comb]eting-RARE II on schedule is important in the preSent“context because
theARARE II areas include nearly one-thfrd (29 of 92 million acres) of the
- commercial timber-producing’lamds,in the National Forest Systen. Estimates

- of timber production possibﬂ‘ities_provided by the Forest Service assue

thdt the majority of these tands wtﬂ:-be'avai1ab1e 1n.the_future~for_tjmber

h-; produotion. when*RAhE IT has been comp]eted, it'wiiT be possibie for.thef

Forest Service to provtde better estimates and to plan future ieve]s-of

harVestingfmfth'more certainty than hasubeen_true in thevrecent past.

- The use of Presidential Executive Orders c0u1d fdci]it&te prompt al]ocation -
of somefRARE-II areas todnonwi]derness (1nc]ud1ng t1mber harvest) Executive

._Orders would prec]ude adm1n1strat1ve appeals of Department of Agr1cu1ture

dec1s1ons and minimize the r1sk of de]ay1ng 11t1gat1on

MuTtip]e_USe._ The Mu]tiple’Use.Sustained-Yie]d,Act of ]960'requ1res'that

the nattonaJ'forests-shalT be administered with a variety of purooses in :
AR , S L o - Y
- mind,. including outdoor recreation, range, timber, watershed;land wildlife fish.
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‘Sdstained'Yie1d Under'Section'JS‘of the Nationdl Forest Management Act, the.

'Secretary of Agr1cu1ture sha]], except in prescribed c1rcumstances, limit the
.sale -of t1mber from each national forest to a quant1ty which can be removed
from such forest annua]]y»nn:perpetthy‘on a»susta1ned-y1e1d bas1s. Thj§v1s
_theicerrent-policy and,it”fs.referred_to as nondeclining even-flow or jusf»

. even flow.

..Uﬁder theléamelsectioh-13, the SeeretéfyAhds the authorifylte establish an
ea]]owéb]e’sa}e qUantity.for any‘decéde which exceeds the.evén~f1ow 1jm1t fde
 a particular forest;;'AnyISUCh departure, however,vmust,be;cohsistent.with
thé-mu]iiple use objective§ in the ]énd management pTén phepared by‘the
eForest~SerVTceifor that forest;_amdmmuét not 1eadvte feture harvest that wou?d;
be less than the estéb]ﬁehed Iong;térm,-even—fjow’sustained yie1d level.

 ~ The Department of-Agricu1tUre haé'npw neariy completed deve]oping proposed
reguletjons to-exercise this debarturé.authority.withfm;the_ffamework of
the 1976 Act. o | o

1/ More spec1f1ca11y, the Act def1nes multiple-use to mean: “The management
~.of all the various renewable surface resources of the national forests so
that they are utilized in the combination that will best meet the needs

of the American people; making the most judicious use of the land for

some or all of these resources or related services over areas large enough
to provide sufficient latitude for periodic adjustments in use to conform
-to changing needs and conditions; that some land will be used for less
“than all of the resources; and harmonious ard coordinated management of
“the various resources, each with the other, without impairment of the
productivity of the land, with consideration being given to the relative
values of the various resources, and not necessarily the combination of
-uses that will give the greatest dollar return or the greatest unit output.”
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Pursuit of the poiioy.of’even-flow effectively prec]udes actions that could

temporarily inckease the harvest without reducing future harvests on the -
1ong-run'sustainab1e yield. The pub1ic forest 1ands'conta1n a substantial
amount of o]d growth -- trees that are be/ond the age of rapid growth

Because of th1s, it is poss1b1e on a few pub11c forest ]ands in the West to

" harvest add1t1ona1 v01ume for severa1 decades without fa111ng.be]ow=the

“harvest d1ctated by the- 1ong run susta1nab1e y1e1d “In other‘words, there is
‘a .surplus of t1mber beyond the vo]ume needed to ma1nta1n harvests at the
| susta1ned yne]d Tevel. :HoweVer the amount of acce]erat10htof old growth

' that is feasible varies 1nd1rect1y w1th the amount of 1nvestment and the

long-term sustaaned:y1e]d‘1eve] More acce]erat1on is poss1b1e with 1ow

sustainedgyie]d. It a]sogmeans_]ower t1mber‘supp1y levels frOm.nat1ona1

forests for future generations. Higher sustained yie]d’1eve]s provide higher _g
‘ supplies!now andbﬁn the long run but limit opportunities for acce1enatﬁng

~old growth harvests beyond that level. Higher sustained yield also requires

"'_higher investments;now-and in thejfuture:to'maintain that yield.

Land Management Pians ' The'Nationa1 Forest-Management Act of 1976-requires

the Forest Serv1ce to prepare ]and management plans under pr1nc1p1es of mu1t1p1e’

_-use for each unit of the Nat1ona1 Forest System and t1mber harvest1ng

dnust.be con51stent w1th;these p1ans. Land management p]ans must: be updated

for all nationaT forests by 1985. In preparing these plans, the-Forest-Serv1ce

is requ1red to cons1der the econom1c and ‘environmental effects of the p]ans,

" which’ must also- be eva]uated in an env1ronmenta] 1mpact statement In addition,

The Forest Serv1ce is to prov1de for pub11c part1c1pat1on in the deve]opment)

review, and revision of a]] ]and-management~p1ans;
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- The eveanIow sustained yield must be included as one alternative in the
management p]an updating‘process-'.One oerore departures‘from even flow can -
be 1nc1uded among the a]ternat1ves and eva]uated in the draft env1ronmenta1

“impact statement. Dec1s1ons to depart from even f]ow can on]y be made by

comp]et1ng the management p]an update w1th pub11c part1c1pat10n cons1stent

w1th the 1976 Act

-Renewab]e Resource Assessment Finally, the-Forest and'Range]and Renewable.

.Resources Planning Act of 1974 (RPA) requ1res the Secretary of Agriculture :

. to prepare a Renewab]e Resource Assessment that 1nventor1es present and
potent1a1 renewab]eyresources 1nvthe_Nat1ona1,Forest System and ana]yzes the
_-present and_projected demand for themt »Based;on this assessment-and'after
pub]tc,partiCipation, a;recommended'Renewab]e Resource Program that estab]ishes:
‘nat1ona1 goa1s for the protect1on, management, and deve]opment of the system is
;transm1tted to the Pres1dent The process includes an-evaluation of-overa]}

»1ssues'of~concern to-the genera] public@ ‘The Administration resolution of

these issues provides guidelines for the se1ection~of a recommended progran,
Changes in the Tong-term goa]srdetermined_ﬁn thjs way can pe made Onjy
bthrough the. RPA process;-'Progress toward the goals is determtned_throuqh the
annual program planning and-buddeting process consistent-withipoticyhguide—_
'11ne5‘estab]ﬁshedtby the President and-Conqress for tmplementation-of the
recommended program,_ The po11cy~guide11nes'for”the currentA]975 RPAvprogram
" were estab]ished by President Eord and haye'not yet.been updated by this . |

-Administration.
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The Political Situation

There_is'extreme‘political nerVousness oVer'the handlinghof‘these issues.
rEnvironmentaliSts areuconcerned that actions might be taken in the name of
fighting inflation that would have.a_iongrternreffect of assigning higher
relative“importance'to eoonomic.considerations.than environmental considera-
tions in the management of Federal forest lands; Theyrare, therefore,-
' _’watching;this decision carefully and will'orobabiy challengeany-significant
departureS’from preSent'policy.‘ This interest'wilLAlook with greatest-

‘ favor on efforts to_increase production from private lands.

-The forest 1ndustry and those concerned with rapld 1nflatlon in. lnmber
pr1ces argue that economic considerations are. not adequately con51dered
under current,pollcy guldellnes. More: spe01f1cally, they‘argue that the‘-
current nonfdecllnlng even flow harvest policy places unnecessarlly
 fa1ls both to achleve local economlc stability and to alleviate upward

R pressurestn tlmberfand forest—product prices during perlods,of heavy
"H'demandr ' '

- Some SegmentSvof'thevwestern fOrest indUstry_will'brobably insist that
_departures from the even flow poliéy,beﬂseriously evaluated in the national
. forest land management plannlng process. BIM has already included several
: departure alternatives in- its draft plans and env1ronmental 1mpact
statement for updating the management plan for_the.Josephrne District Unit.
The'Department:ofvInterior'plans_to:inciude departure.alternatives-and.j
>uédatin§vplans-for all of its master;planning units. However,Athe even. .

flow alternative is the indicated preferred alternative at this time.
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‘Federal Lands.

There are two majOr,options for significantly increasing harvests from

:Federal\lands.

Increase'Harvest'Within Current'Even~Flow Policy. Increasing the-harvest.

Vof mature timber and the salvage of dead and dylng tlmber from national-
forests and BUM lands is for a modest amount of tlmber a cost—effectlve
means for 1ncrea51ng tlmberxsupplles.from Federal lands. Thls_can be done
flmmdedlately w1th1n ex1st1ng management constralnts. We belieVe an‘
.increase in fundlng for this purpose that concentrates on hlgh product1v1ty
opportunltles.on natlonal forests and Bmﬂtlands is worth-serlous‘consldera-

tion.

: For.an:average_annual outlay of about $l40dmillion-(offset by_receipts

and credits of $100,milllon), the.Administration might reasonablydcommit'
itself to.an increase of>500*to'700 million board feet on national forests.
(above the_ll.S»billion-bOard feet base) over the next 3 years, subject 4

to regular budget review (see tablev6)r

The relatlonshlp betweenAcosts and recelpts is somewhat mlsleadlng in

~ that forest roads and tralls 1ncluded here w1ll have -substantial use

' beyond recovery of this t;mber. Also, some of the reforestatlon and
dstand‘improvement‘investments is for increases in the sustalned yleld

: levels'beyond the heaVest increases reflected ianable 6. So,:their'full
'costs should not be charged. to this purpose, but averages must be shown

to be productive 1nvestments for longer term, purposes.

.An additional increase‘Of 30:million board feet attainable from BIM

-:landuforjan added annual oostAof'a.millionldollars.:
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"The:fofegoing hafvest incfeasés couid be éustainable through 1990. ‘They
quld be.éqnsistent with but loWer_than.iﬁéreases now being COnsidéred
,by,Congress'fbr the FY 1979‘budget; Funds fdp these increases should be
- éarefﬁlly faréeted,to those fofest areas demohstrafing,thé‘highest'returns

over cost rates.

‘Our study indicates that:additibnal harvest increases may be available up
-to a to£al of l.S.billion feet bY-l985;A Howéver; further increments above
~the 530-730 billion feet cited above'require.further‘ahalyses and review

for cost-effectiveness, and consistency with the RPA program balance.

~This recammended inipiafive is consistent with current timber_production
~goaié established tﬁrough the RPA program under pfinciplés-of multiple  
QSe‘and sqétained yield. It does hot.invbive'revisions iﬁ cdrrént land,
ﬁanagemenﬁ plans or the preparation of environmental impact stateﬁents
under NFPA. However, OMB points out that'some of the'nationél fofest~~v

" ~timber harvest in FY 1979 base is considered to be ﬁoncost—effectiQe,‘and
could offset'the-recbmmended_increase if rembved fromuthe.base. A part of
-thatnanbUQF isirelated to other objectiyes'such‘as Community'déveIOpment
and.émploymént,suppbft. You have asked the Department of_Agriéuiﬁure

to addreés this matter in the FY 1980 programlbudgetiplanning.process‘

in a separate directive to the-Secretary, and this work is underway.

Temporary bqgértuxe from Even-flows.  ﬁnder-Se¢tion il3iof the.National
Forest Managémeﬁt‘éct of>1976, aééelerating_the ¢ut of bld'grdwth timber
in'selec£éd“nétional forests;byvdepartinglfrom current even flow timber
haivestvpolicies'is.permissible;ifrddne consistenfly with'othér_multiple—'

use objectives. It can be a cost-effective means for increasing the’
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Nation's supply of tunber. ‘ T.he study group has examined' prelﬁminaxy
analyses of opportunltles for such expansion for elght national forests.
'These analyses indicate technlcal feasibility, but do not prov1de an
-adequate bas1s for asse551ng environmental acceptablllty. Adequate
env1ronmental assessments of the departure alternatlve must be made on
" the ‘ground and for public decision purposes must 1nvolve publlc

- part1C1patlon. ThlS is the’ prOCess followed by BIM in. evaluatlng
departure alternat1ves~for»the JosephlneyDlstrlct Plan. The draft -
environmental impacvt statement ‘for the J osephine District inanagement’
:"alternatlves is now out for publlc comments ’ The entlre plannlng process,

' for the Josephlne Dlstrlct will take. 42 months.

: The.USDA'is preparing regulations for considering the departure alternative

wfthin the framework of the Nationa]iForest Management Act. They will shortly’

be submitted for public comment. 'Fina]’regu1ations are scheduled for -

promulgation in October 1978.

‘The Forest'ServTCe;estﬁmates that it would take 1 to 3 years to eomp]ete
the management p]an updat1ng process on - national forests, where the departure
from even-flow is a reasonably feas1b1e alternative to cons1derr Thus, the_
“earliest thatfupdated.p]anning alternathes includlngftne departure alternative
could be considered for panEC decision purposesvon any:national forests

ZanpearSlto be 1980-198}, It-is possib]e'to make assessments of the departure
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'ajtérﬁatiVe cohsjsfént'withfon—thé-gr0uhdaen9ironmehta]'1mpact,statement
xprocess but without;gub1ié'barticipatfon jn‘abdut:9 mbnths. The‘Forésf

Service is willing to do this if it would be useful. However, the results
Wduld.only;be infOrmativévabout the relative meritsAof the’a]ternative;:'

-The’éva1uation-woulthave to be redone on-the-ground through the'regular

managemént=p]an;updating process with public participation for program and

poTiCy decTsjon”pquQses.

Your guidance'on acceleration in the eva}uation'of'the:depafture alterhative
on national forests would be helpful in setting thé'timéframe,and_procedures

for assessing its merits.

The_Deparfﬁent's of Agriculture and Interior support the evaluation of -

v temporaryvdepartures'from the even fléw pOliéy through‘thé regular

: plannihg processés within a reasonable'timeframe; CEQ does not sﬁpport ‘
‘ the.departure.alternative-becausevof énvironmental concerns and'boiitical
Considefatiqns,_ Howévef, it dbes_not'oppose'e§a1uation of departure
,alternatiy§s consistent with careful:interpretation'of the_iegal’
‘limitations relatihg to'multipleiuse, environmental values and{thé,

constraint to return to even flow sustained yield harvest levels.

’ CW?S believes that signifiéant,steps’to increase timber supplies can only
be taken by depértihg from current ﬁénagement policies on ‘the puﬁlic'lands.
They .stress a high level comitment to re—evaluaﬁion of various éspects'“
'bf:nationalAforestfpplicy and specific dirédtives4fromfthe President that
Cowill assure'maximum_effOrt and speed in addressing the departure.élter—
‘ na£ive and»relaﬁedfissues.concerning‘selection~0f rotatién.ages and road

requirements. OMB has similar views and supports CWPS.
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EXECUTIVE OFF ICE OF THE PRESIDENT
OFFICE OF '-MA'NA'GEMENT AND BUDGET
' WASHINGTON, D.C. 20503

SUL 101978

INFORMATION

MEMORANDUM FOR:  THE PRESIDENT

FROM: | JIM McINTYRE

SUBJECT: OMB Guidelines for Matching Programs

We have, in conjunctlon ‘with the Domestlc POllCY Staff, com-
pleted the drafting of guidelines for the computerized
matching of data about individuals which will apply to agency
programs: to detect fraud and unauthorized payments. We plan
to publish these guldellnes for agency and publlc comment
later this week.» S

These guidelines cover HEW's proposals to match the' Federal
payroll computer tapes of the Department of Defense and the
Civil Service Commission with the list of alleged defaulters
under the Guaranteed Student Loan Program, and with the list
of recipients of old age and disability benefits from the
Social Security Administration. We have worked with HEW,
other agencies, and the Congress. to develop these guidelines,
and we believe HEW and the others will agree to them. The

: ‘guldellnes are not final -- they are belng published only

for comment -- but we have informed HEW that they can go
ahead with their matching programs if they are conducted
according to. the guidelines (an offer which we extended
several weeks ago). If HEW agrees to conduct these programs
according to the guidelines, they may begin the programs
immediately, and we will proceed to obtain public and agency
comments. ' ' ‘



THE SECRETARY OF HEALTH, EDUCATION, AND WELFARE /
WASHINGTON, D.C.20201

July 11, 1978

INFORMATION

MEMORANDUM FOR THE PRESIDENT

FROM JOE CALIFANOM )

SUBJECT: STUDENT LOAN AND GRANT PROGRAMS

As you requested during our legislative briefing two
weeks ago, I am in this memorandum describing our efforts to
eliminate fraud, abuse, and/error in the student financial
assistance programs. I am scheduled to testify on this

- subject on July 27 before Representative L. H. Fountain's
subcommittee of the House Committee on Government Operations. .
This hearing will be critical of the loan and .grant programs =--
‘but I hope to shift the focus and to demonstrate that this
Administration, in contrast to Nixon-Ford, is moving aggres-
sively on the problems.

We have been most concerned with the two Federal loan
programs: - the National Direct Student Loan Program (NDSL),
which is operated by educational institutions (and accounts
for 48 percent of the loans made or guaranteed by the Federal
government) and the Guaranteed Student Loan Program which is
administered directly by the Federal government (and accounts
for 52 percent of the loans).

These two programs have been of enormous benefit to
millions of students. For example, during the 1977-78
~academic year:

® The Federal government provided $310 million in

’ capital contributions for the NDSL program and
institutions made 831,000 loans for a total loan
value of $580 million.

® About one million loans were insured under the
Guaranteed Student Loan Program for a total loan
- value of $1.5 billion.

We have also been concerned about the Federally admin-
istered Basic Educational Opportunity Grant Program (BEOG).
Two million students received grants. under the BEOG program
in an aggregate amount of $1.6 billion during the 1977-78
school year.



The Problems

When we arrived at HEW we found that these student
assistance programs were plagued by four 1nterrelated
- problems:

° The programs had been poorly -- even negligently --
administered. The Department had failed, in many '
areas, to develop adequate regulations and procedures
to ensure the honest and responsible administration
of these loan and grant programs, and did not en-
-force effectively those regulations that it did
- publish. In addition, almost no steps had ever
been taken by HEW to collect on the loans that it
acquired from the original lenders through default.

® Administration of the assistance programs by
"colleges, universities and technical schools was
often lax or non-existent, partly because HEW
never made clear what would be required, but
partly because of inattention by these 1nst1tut10ns
themselves.

® Some of the schools enrolling students through the
+ use of financial assistance programs offered

little of educational or vocational value, thus
exploiting the students and improperly taking
their loan and grant money. In certain instances,
educational .institutions -- mainly proprietary
schools -- may well have committed outright fraud.
(More than 50 of these schools. are currently under
investigation. by the HEW Inspector. General.)

® Thousands of students did not view their obligation
to repay their loans seriously. »

GSL. . As a result, we found that in the Guaranteed
Student Loan. Program, there were more than 300,000 Federally
insured loans in default involving approximately $300 million.
'This was a default rate of 13 percent. One source of the
- problem in this program was easy to identify: As of November
©1977, virtually no students in default had ever received a
- biT1l from the Federal government.

NDSL. We found the NDSL program was operating at an
average default rate of about 20 percent. .Approximately two
hundred institutions have default rates higher than 50
percent; some higher than 80 percent. An estimated 700,000
students had defaulted on NDSL notes involving $600 million
in unpaid principal. '




BEOG. In the Basic Educational Opportunity Grant
program there had been no effective procedure for verifying
the information supplied on the grant application form
before awards were made, -although there was a serious
concern that some applicants were supplying false infor-
mation in order to meet eligibility criteria or to receive
higher awards than they deserved.

. Our Efforts

We have taken'vigorousﬂactions to correct these and
other problems.

In March 1977, we consolidated the student financial
assistance programs into a single bureau. By summer, we had
found the appropriate financial officer, with computer
systems experience, to head the new bureau. But his efforts
- have been hamstrung by his inability to appoint a single
person in his new unit =~ all the civil service personnel
were locked in. Nonetheless, although our clean-up efforts
are still short-handed and less than a year old, we have
made substantial progress.

. ® Guaranteed .Student Loan Program

- A computerized billing system has been put in
place in all regions. Billing letters have
now been mailed to all defaulters whose
addresses we have.

- Operation Cross-=Check was begun. This project
involves a computer match of the Federal
government's civilian payroll against the
Guaranteed: Student Loan default file. Despite

- a note from you .indicating your desire to

move forward, our effort to initiate a GSL-
military payroll match is still being held up
in OMB. In a first phase, which involved
only HEW employees, almost one half of the
defaulters are now repaying or have repaid _

.. their loans. (Others are, for example, bankrupt,

. dead or no longer employed by HEW.):

- In the quarter ending June 30, 1978, we have
gotten 15,000 student loans either repaid or
in repayment, as compared with less than

10,000 for the entire fiscal year ending
September 30, 1977.



- In the last nine months we have referred over
1,500 cases to U.S. Attorneys, compared to
about 500 over the previous five years.

— We have also taken steps to contract, on a
.pilot basis, with private agencies in two
regions for the collection of defaulted
student loans. In the other eight regions,
we have proposed to increase both the number
and effectiveness of Federal collections
staff. After a long delay at OMB, these
- efforts were recently approved.

National Direct Student Loan Program

- In March I sent a letter to the presidents of
~ all participating schools, urging them to
improve the administration of their programs
and to comply with the requirements for
following up on defaulted loans.

- As we have discussed in reference to Bishop

College, many of these institutions with high

- default rates are predominatly black -- 51 of
the 200 with default rates over 50 percent.
In most cases,: the default problem reflects
more general administrative inadequacies. In
April, the Office of Education contacted
schools in the Title III, Developing Institutions
- program with high default rates, offering
them technical assistance and encouraging
-them to use their Title III funds to improve
their student financial aid administration.

- The Office of Education has announced it will

: accept defaulted loans assigned to it by
educational 'institutions.. Although the
authority for such assignments was contained
in the Education Amendments of 1972, this was
the first action taken by an Administration
to implement these provisions. To date,
approximately 130,000 requests have been
recelved from institutions for the necessary
assignment: forms. With regard to the question
you asked at the briefing, we can use State
law to garnish the salaries of individuals -
who have defaulted on ‘these loans.



- The Office of Education has begun systematic
onsite program reviews at selected institu-
tions where the. student default rate is above
average or where other. problems. have been
indicated. ’

® Basic Educational Opportunity Grants

- The Office of Education instituted a computer

: screening program. to detect and reject those
applications which are incomplete or contain
inconsistent information.. About 30 percent
of this year's applications were rejected,
and students were required to provide additional
~information, before. their applications could
be processed.

-- We have also begun an annual selection of

- 200,000 applications that will receive intensive
scrutiny-—--'the majority chosen because they
contain questionable items, and some chosen

at random. Students will .be required to
substantiate the information they have provided
in much the same way a tax return selected |
-for an audit by the IRS is wverified.

- We now have computer systems to detect students
.who are obtaining more than one grant.

Results to Date

There are clear signs of improvement.

During the last quarter in the GSL program, we collected
$4.5 million on defaulted loans -- twice the amount collected
for the same quarter in Fiscal Years 1976 and 1977. 1In
addition, approximately 15,000 student defaulters. have begun
repayment or fulfilled their obligation during the last
fiscal quarter =-- more than one and one half times the total
"number for all of Fiscal Year 1977. Federal collectors are
converting defaulted accounts to repayment at a rate of
1,200 per week -- more than four times the rate a. year ago.

We anticipate, however, that in the near term the
backlog of defaulted loans will continue. to .grow because
default claims: are being.sent in from lenders at a faster
rate than our collections. If the Congress approves our
proposed increase in Federal collections staff, we hope to
eliminate further increases and to begin reducing this
backlog by the end of the fiscal year. We expect that the
~default rate will drop below 12 percent for this fiscal
year.
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" We. do not. expect ‘to see substantial results in the
campus-based National -Direct Student Loan Program.until next

‘year. We are currently developing a procedure for the NDSL

program that will link new Federal capital contributions to
the success schools have in reducing their default rate. We
expect to have this new procedure in place this Fall.

In the BEOG program, we estimate that our computer
screening. procedures will save at least. $100 million this
year in overpayments, with the primary impact of our efforts
to be felt during the next fiscal year.

Conclusion

We are, thus,. intent on vastly improving the administration

of these programs, both. at the Federal level and by the
institutions. involved. I believe that, with the steps to
date, we have made 51gn1f1cant progress in restoring the
integrity of our student financial assistance programs --

- progress that will show even more dramatic results over the

next 12-18 months.
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